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KEY ECONOMIC INDICATORS: PHILIPPINES 





All values in million US$ and end of Exchange rate: US$1.00 * P6.571 
calendar year unless otherwise specified. 
First 
1970 1971 Half Percent 
1972 Changes 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices#...... cEundid sehen nessa 9 os na - 
GNP at constant 1967 pricest....cccccccccscccs a 222 09,8 a/ 6,6 
Per capita GNP, current prices.......... coccce _SL00 198 nea 
Indices: 1965"100 
Mining. ss. incdecamenee tO GID. 000 0 209,3P 16 
Manufacturing. .seceesseceee(18St qtr/72).. eoee 15 
Non-agricultural employment (1st qtr/72).... 121,2 22.0 0 
Average industrial wage.... (lst qtr/72).... _1 5 A 
Personal TEN 0:00b 6005 0b066000060000%000000 2 6 86 b a = 
Employment (thousand workers) ...cccccccscecsseee 12210 12508 na - 
Average unemployment rate (percent) ...ccccececcs 6 8.5 nea - 


MONEY AND PRICES 
esi nekaeesacanel This mee 7.2. 7.6 78 


Public Debt OCuRStONGinGs s<ccccesascoccsesccecce erie oe 
Foreign Debt Service RatLocccccccccccccccoscce 2 0 
Interest Rates . BANCOM c/......c0ce+ee(8/72). 

Indices: 19657100 


Consumer POR dcnandeoncececcess( (7/72) a/. aT ccctcctasiht Acari aeRO snes 
ila eisicinstat icine Diane 


Wholesale DIUCOS c occccccccccccccccccccccccce 


BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves..ccececcees 2 25 
4 


Balance of PRFMOIES c coce cocccceccccccvcceccoes 
Balance Of Tradescocccccccccccccoceceecceccces 
— a ik ciseedbeoercecessoowsssnneouse 


MED Kudans Ges 06 0bbe4 000400000 s000000 





Imports, nil al a i ie oa aa 1090.1 1186.0 606.2” 10. 
U.S. SHAS. cocccccccccccccccecccccccoseecece ele ef 


Main Imports from U.S, FOB (Jan-June 1972)?: Machinery other than electric, $38.6 


million; Cereals and cereal preparations, $17.3 million; Transport equipment, 
$16.5 million; Textile fibers not manufactured into thread, $10.3 million; 
Electric machinery and appliances, $10.1 million. 


#Cumlative portion of 1972 compared to same portion of 1971 (latter figure not shown) 

* Dollar figures recomputed at new exchange rate $1.00=P6.571. 
r Revised. 

: Preliminary. 

a/ Estimate for FY 1972 (ending June 30, 1972) by the NEC, 

b/ Four Year Plan estimates on a Fiscal Year basis. 

c/ BANCOM rate is a composite indicator of the cost of money to prime commercial 
borrowers « 

d/ Average for period. 


Sources: Central Bank; Bureau of the Census and Statistics; 
National Economic Council; Presidential Economic Staff. 
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Philippines 


Summary 


The Philippine economy continued its real growth at an 
estimated 6.5 percent annual rate during the first half 

of 1972 but suffered a sharp setback from disastrous floods 
in Central Luzon during July and August. Rehabilitation 
needs are now beginning to absorb much of the public sector's 
Strained resources. At the same time, the foreign trade 
balance slipped further into deficit ($115 million January- 
June), and short-term capital flows were necessary to re- 
Store equilibrium to the balance of payments. In April, 
pressures on the Peso resulted in a carefully managed 5 
percent devaluation. 


Pledges of some $250 million in official assistance were made 
by the Consultative Group for the Philippines in June; since 
then additional aid of over $55 million ($32 million from 

the United States) has been committed for flood relief and 
initial rehabilitation needs. Despite the commitment of 
official assistance, foreign exchange constraints owing in 
part to the heavy debt service burden will continue to keep 
economic growth below its full potential. 


A major development affecting U.S.-Philippine economic re- 
lations was the issuance in mid-August of two long-pending 
decisions by the Philippine Supreme Court--one on land owner- 
ship and parity rights, and the other on employment of foreigners 
in public utilities and other sectors of the economy Filipinized 
by law. Neither decision is yet final, and implementing 
measures have not yet taken shape. The nearly simultaneous 
decisions have, however, created new uncertainty and concern 
among American investors. The Constitutional Convention is 
considering a number of restrictive measures on foreign partici- 
pation in the economy and may also act on the parity rights 
issue. 


Despite these problems, sales and earnings of business firms 
Continue to grow, and U.S. investors are undertaking or have 
shown active interest in new ventures in a number of fields 
including car manufacturing, mining and mineral processing. 
U.S. export trade reversed its downward trend of the past two 
years and registered a 5 percent increase in the first half of 
1972. Notable gains were in food grains and fibers financed 
in part under PL-480. 


WI 


A. CURRENT ECONOMIC SITUATION AND TRENDS 
Economic Growth Maintained but Flood Disaster Causes Setback 


According to preliminary estimates, the real GNP growth 

rate continued at about 6.5 percent for the fiscal year ending 
June 30, 1972, although the key agricultural sector's output 
grew by about 3 percent instead of the 5.7 percent forecast 

in the Four-Year Plan. Manufacturing and mining registered 
Significant gains. 


The losses and disruptions caused by the Central Luzon floods 
in July and August, however, together with the effect of 
drought in the south, have set back production to be re- 
flected in FY 1973 accounts. Rice production, which declined 
in 1971, is likely to recede further this season. Sugar out- 
put in the year ending September 30, 1972 is 11 percent below 
that of the previous year. Coconut production, however, is 
again expected to increase substantially, and corn production 
may be up. Commerce, transportation and industry were adversely 
affected by the Luzon floods and the extended disruption of 
economic activity in Manila during July and August. 


Longer-term factors tending to hold down the growth rate, 
particularly of industry and commercial agriculture, have 

been accentuated by emergency rehabilitation needs. The 
principal factors are the austere foreign exchange regime, 
monetary restraint under the stabilization program, inadequate 
infrastructure and other public sector input, and uncertainties 
in the climate for foreign investment. 


The Government seeks to continue the planned rate of infra- 
Structure development in transportation, irrigation, flood 
Control and school construction while undertaking significant 
repair and rehabilitation works in these fields. A Presidential 
Task Force is moving forward on plans which aim at improving 
facilities wherever possible, dovetailing rehabilitation 
projects with infrastructure development plans. 


Recent Upward Movement of Prices and Money Supply 


Inflation, which raised consumer prices over 14 percent in 
1971, slowed during the first half of 1972. However, the 
shortages and dislocation of the floods brought a sudden spurt 
of food prices which has only partially subsided. By the end 
of July, consumer prices had risen 7 percent over December 
1971 levels, and predictions are that the year's increase will 
be around 14 percent. Labor costs in the Philippines continue 
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to be moderate to low. Wage increases have generally failed 
to keep pace with price increases over the past two years. 


Austere financial policies during the January to June period 
included a nearly stable money supply of a little more than 

5 billion pesos and a modest deficit of Pesos 125 million 

in cash operations of the Central Government. Monetary authori- 
ties have announced that in view of extraordinary rehabili- 
tation needs money will be significantly easier over the re- 
mainder of the year, and by the end of August the easier policy 
was being reflected in lower interest rates. The Government 
deficit in FY 1973 is expected to climb toward the }~500 

million level but not reach the 1969 level of ¥1 billion. 


Pressure on Balance of Payments 


While official reserves rose $16 million during the first 
half of the year, the foreign exchange situation has been 
tight. The Central Bank has continued its careful super- 
vision of external borrowing and has tightened the flow of 
foreign exchange for imports. The monetary authorities re- 
acted with coolness to strong pressure on the peso during 
March, and a "freer float" in April resulted in a 5 percent 
depreciation of the peso-dollar exchange rate. 


The new rate of ~6.78 to the dollar has remained steady through 
the stresses of the flood emergency and the gloomy trade per- 
formance, and the IMF team which recently completed a review 

of the foreign exchange position has expressed confidence in 
current Philippine financial leadership and policies. However, 
there is a risk that continued stability of the exchange rate 
may mask growing overvaluation of the Philippine peso. At 

the same time, considerable support exists for legislation 
which would establish a fixed exchange rate. A statute, the 
National Economic Development Act of 1972, stipulating the 
establishment of a fixed rate, has been recently passed by 

the House of Representatives and is still pending in the Senate. 


Total export value declined by 12 percent compared to the 
first half of 1971 while imports advanced 10.5 percent re- 
sulting in a $115 million trade deficit for the first six 
months of 1972. Offsetting this deficit was an exceptionally 
large net inflow of $117 million derived from short-term 
Capital and other invisible receipts including $47 million 
drawings on the Japanese commodity loan. Adverse price trends 
were the largest factor in the foreign trade deficit, particu- 
larly on the import side, reflecting in part the revaluation 





of the yen and a number of other currencies. Soft price 
situations for coconut products, logs and other export pro- 
ducts and scarcities of sugar and logs contributed to the 
export decline. 


Philippine authorities expect a stronger export performance 
by the economy during the second half of 1972, but this is 
not borne out by early payments data for July and August. 
The prospects are that exports will show little growth in 
1972 and that further pruning of imports will be required to 
hold the annual trade deficit to around $100 million, most 
or all of which will be covered by net inflows of short-term 
capital and other invisibles. 


Supreme Court Decisions Affecting Foreign Investment Climate 


The Philippine Supreme Court on August 17 took a signifi- 

cant judicial step toward setting limits on U.S. parity rights. 
The Court's decision on the Quasha case, which originated in 
1968, ruled that U.S. citizens and firms had no legal right 

to acquire private agricultural (including residential and 
industrial) land after Philippine independence in 1946 and 
that all parity rights expire on July 3, 1974. 


The ruling has caused uncertainty and some concern on the 

part of established U.S. investors who own land and wish to 
continue utilizing the land for business operations, resi- 
dential or institutional purposes. However, the decision 

will not be final until the Court rules on a motion for re- 
consideration and possibly other future motions. Further- 
more, implementing measures by the executive and legislative 
branches have still to be worked out, and the Constitutional 
Convention may make some provision for American landholdings and 
parity rights in general. 


Shortly after the decision was announced, President Marcos 
gave public assurances that American investors would receive 
fair and equitable treatment and that no property would be 
taken without fair compensation. Administration leaders have 
outlined ways in which land ownership could be transferred 

to Philippine ownership and still provide assured access to 
the present American owners. Most of these involve sale and 
lease-back arrangements with a Philippine entity--employee 
pension fund, real estate corporation or a gevernmental body-- 
taking title to the land. A number of bills have been intro- 
duced in Congress to provide for disposition of land. 








A second Supreme Court decision in August on the Luzon 
Stevedoring Case, which originated in 1963, ruled that 

under the Anti-Dummy Law companies in sectors reserved 

to Filipinos could not have foreign directors or top manage- 
ment personnel. After July 1974, U.S. citizens would pre- 
sumably be covered by this ban. Legislative remedies are 
now being proposed to correct this unsatisfactory situation 
which could lead to reduced expertise and financial resources 
for firms in the public utilities and natural resources sectors. 
Widespread concern has been expressed by Philippine and U.S. 
businessmen that foreign investors would be unwilling to 
provide substantial equity or loan capital to enterprises in 
which they would have no role in determining policies or 
Management decisions. 


Uncertainties in Foreign Investment Climate 


In addition to parity rights issues, a number of other 

factors are creating uncertainty for foreign investors. The 
political outlook for 1973 is unclear, with the Constitutional 
Convention still engaged in drafting a new Constitution and 
President Marcos barred under the present Constitution from 
re-election in 1973. Convention leaders expect the final 
draft to be placed before the public by referendum before 
mid-1973. Meanwhile, the Convention has adopted a fundamental 
change in form of government from Presidential to Parliamentary 
and has rejected a move to ban former Philippine Presidents 
from the presidency. Scattered bombings of buildings and 
utilities and rumors that martial law or other emergency 
measures might be imposed are further unsettling dimensions 

to the current political picture. 


The Constitutional Convention is continuing to work toward 
formulating the nation's basic economic policy, including the 
role of foreign investors and businessmen. Several proposals 
to restrict further the role of foreigners in the economy have 
been put forward, including measures to ensure Philippine 
control of all economic activity, to reduce the allowable 
foreign equity in natural resource exploitation and other 
vital areas of the economy to 30 percent orQ in some cases, and 
to reserve the import and wholesale as well as retail trade 

to 100 percent Philippine-owned firms. At the same time, 

the need to encourage foreign investment in priority develop- 
ment areas and to respect Philippine commitments has also been 
stressed by a number of delegates. 





A comprehensive study of foreign investment by the Philippine 
Government has been publicized in summary form without policy 
conclusions and recommendations, which are to be formulated 
at a later stage. The study shows aggregate Philippine 
ownership of 64.5 percent in the nearly 1,500 firms surveyed, 
including most of the country's large enterprises. Mining 
and other production for export were shown to have benefited 
particularly from foreign investment, along with intermediate 
goods industries. Other benefits are generally higher wage 
scales and greater technical expertise. The survey also pin- 
points the greater incentives for foreign investment offered 
by neighboring Southeast Asian countries. Although not yet 
receiving much public attention, results of the study should 
go far to correct misconceptions about foreign investment and 
to provide a factual basis for legislative and executive action 
in this field. 


B. IMPLICATIONS FOR THE UNITED STATES 


U.S. Investors Face Adjustment to End of Parity 


As a result of the Quasha decision, U.S. citizens and firms 
now face more squarely the problem of Filipinizing their land- 
holdings and their rights in natural resource exploitation and 
other parity areas. The great majority of U.S. investment is 
in industrial and commercial fields outside of the parity areas, 
but a large number of firms own their business sites as well 
as other property. The Supreme Court decision has caused all 
of the affected firms to consider expediting plan for 
Filipinization of landholdings. How smoothly the trans- 

ition can be made will have an important impact on the 

climate for U.S. and other foreign investment in the 
Philippines. 


Because so many investors are involved, including private 
citizens and non-profit organizations, the land problem poses 
particular difficulties. Landowners seek sufficient time 

and legal recourse to arrange equitable sale or other arrange- 
ment along the lines suggested by Government officials. 


Both the Quasha and Luzon Stevedoring decisions are not yet 
final, and new judicial, executive and legislative measures 
are expected which could well affect the nature and extent of 
adjustments American citizens and firms will have to make. 
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Profitable Operations and New Investment Opportunities 


Except for the petroleum companies and a few individual 
firms, U.S. companies have had growing sales and earnings 

in 1971 and during the first half of 1972. With the final 
approval on September 2 of the Progressive Car Manufacturing 
Program, the three major U.S. auto firms are moving forward 
with plans for substantial investment in new factories. 
Expanded mining operations and plans for two copper smelters 
will also offer new investment opportunities. 


U.S. Export Trade Reverses Downward Trend 


After several years of declining Philippine imports from 

the United States (down 8 percent in 1971), the first six 
months of 1972 showed an increase of 5 percent by value. 
Both the United States and Japanese shares of the market 
declined slightly in view of the 10.5 percent increase in 
total Philippine imports. The composition of imports from 
the United States shifted somewhat, with strong increases in 
food grain and raw cotton imports financed under PL-480 or 
CCC credits. 


The United States lost ground in the transport equipment and 
electrical machinery and appliances market while improving 
its competitive position in the important general machinery 
category. Sales of construction, mining, textile and other 
industrial machinery should increase in the coming year. 
Agricultural sales, especially food grains, will benefit 
from expanded PL-480 financing. 


Last year's exchange rate adjustments are believed to hold 
prospects for further improvement for U.S. exports to the 
Philippine market, but short-term trade advances will depend 
heavily on the availability of adequate financing. Therefore, 
the growing support being given to U.S. exporters and investors 
by the Export-Import Bank and the Overseas Private Investment 
Corporation will be of increasing importance. If U.S. export 
prices can be held without significant increases, further 
strengthening of the U.S. long-term position in the Philippines 
market is expected. 


Problems for Civil Aviation and the Oil Industry 


Negotiations for a new civil air agreement to enable U.S. and 
Philippine airlines to expand services were suspended in mid- 
June while both governments reviewed their positions. Mean- 
while, development of air transport between the two countries, 
and its potential contribution to tourist development, continues 


to stagnate. 


ll 


The oil refining and distribution industry, a major area 

of U.S. investment, has registered deeper losses this year 
as a result of the squeeze between frozen prices and sharply 
increased costs. The Oil Industry Commission, which examined 
evidence and studied all aspects of the price question for 
nearly a year, issued an order on September 18 raising prices 
approximately 9 percent to be effective early in November. 
The increase, about half of that requested by the companies, 
will not permit the companies to recover losses of the past 
year, and they have expressed serious doubt that it will 
enable them to obtain a reasonable return in the future. 
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